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• Investment management is a con set up to separate investors from their money.

• Brokers own yachts – but their clients don’t.

• The market moves randomly, so past performance will never be a guarantee of 
future performance.

• Professional investment firms go to great lengths to hide the fact that they 
consistently underperform.

• Hedge fund management fees are sometimes double the returns to an investor. 

• Sales techniques aim to blind investors with numbers and apparent science.

• A passive investing strategy is the only reasonable approach to the stock market.

• The market price of a stock is a reflection of all the relevant information available.

• Hedge fund managers do not have a better record over the long term than any 
other type of manager.

• Thrifty investing is the only way to make money on the stock market.
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  Relevance

What You Will Learn
In this Abstract, you will learn: 1) Why the investment management business is a net 
drain on investors’ wealth; 2) Why hedge fund managers are so wealthy; 3) How financial 
advisors and fund managers construct their sales pitches to exploit naïve and greedy 
consumers; and 4) How to invest without giving your money away.

Recommendation
This hard-hitting book on professional investment advice is a little like a confession. 
Indeed, Michael Edesess founded a fi nancial business, and admits that on numerous 
occasions he sat listening silently as sales people lied to and deceived investors. Divided 
into three sections, the book takes you through how much investors pay advisors, how 
little investors receive in return and the sales techniques advisors use on their clients. 
What Edesess says about fi nance and investing will come as no surprise to people who 
are familiar with Wall Street. The author’s passion, and his understanding of how the 
investment management business works, is invaluable. getAbstract recommends this 
book as a warning to all investors.

  Abstract

The Beardstown Ladies
In the 1980s, a group of female senior citizens living in Beardstown, Illinois, formed 
an investment club. They exercised old-fashioned, American-heartland frugality and 
common sense, and invested according to their homespun principles. They did homework 
and footwork. They used conventional research media, but they also looked around. For 
example, they bought Wal-Mart stock because one of the members saw a full parking 
lot at the local Wal-Mart. They bought Hershey stock because one of them brought 
Hershey candy to a meeting and everyone enjoyed it. Saving and investing diligently, 
they accumulated quite a portfolio. Eventually, their story caught the attention of the 
national news media. 

A U.S. television show featured the “Beardstown Ladies,” twice. Before their second 
appearance in 1992, the producers asked them to calculate the return that their portfolio 
had earned. One of the ladies borrowed a computer at her local bank and calculated an 
average annual return of 23.4% over the course of the preceding 10 years. This was 8.5% 
more than the return on Standard & Poor’s 500 Index. The ladies rocketed to national 
fame with books, audios and personal appearances. However, their fame was fl eeting.

An independent auditor reviewed their portfolio and discovered that the ladies had made 
an error. The 23.4% return applied to a much shorter period. During the 10 years, they 
had not only failed to outperform the S&P 500, but had substantially underperformed 
it. If they had simply put their money in an index fund, they would have accumulated a 
substantially larger portfolio than their homespun investment principles delivered. Being 
honest, though, they announced the results of the audit and apologized.

That last part – announcing and apologizing – is what sets the Beardstown Ladies apart 
from most of Wall Street. Money managers on Wall Street also underperform the index 

“Investors are 
alarmingly 
prone to self-
delusion, and 
most investment 
advisors and 
managers are 
only too happy 
to take advantage 
of that fact.”

“Compared with 
the Beardstown 
Ladies, whose 
fraudulent practice 
was unintended, 
the fraud of the 
investment advice 
industry is studied, 
refined, Wall 
Street minted and 
Madison Avenue 
packaged.”
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they are trying to beat, but they do not apologize. The ladies were honest enough to let 
everyone know that the illusion created around them had no substance. Professional 
investment fi rms profi t by encouraging belief in such illusions, and go to great lengths 
to hide the truth.

The Big Lie 
It is rare for any money manager, professional or amateur, to beat the market consistently 
over the long term. However, it is not unusual for any money manager to beat it over a 
period of time. In advertising, promotional materials, articles, speeches, interviews and 
sales pitches, Wall Street infl ates any winning performance, even if it is little more than 
a stroke of good luck. By creating numerous funds and trumpeting the recent winners, it 
always has a star. Needless to say, it keeps quiet about the long-term underperformance 
that is the fate of most of these shooting stars.

The real business of investment fi rms is not managing money so investors get rich, but 
enriching themselves, usually leaving investors worse off than they were. Using an array 
of persuasive sales techniques, artful accounting and manipulation of statistics and 
advertising, Wall Street is paid for taking money out of investors’ pockets, not for putting 
it in. Investors who fall for the sales pitches of fi nancial advisers, money managers or 

– worst of all – hedge fund managers, will not do their fi nancial health any good. 

Brokerage fees are a controversial area. Take Bob, an oral surgeon with a small practice 
that includes a second surgeon, a few assistants and receptionists and a pension fund of 
about $1 million. Bob began to get calls from an investment fi rm offering to manage the 
fund for him. After some calculation, he discovered that if he engaged the investment 
fi rm, its fees would drain $3 million from the fund over its life. 

In the old days, brokerage fees were fi xed by high-level regulations. But in 1975, the 
Securities Exchange Commission deregulated commissions, opening the market to 
competition. The old brokerage fi rms lost enormous market share to upstart companies. 
However, brokers discovered that they had other ways to take money out of investors’ 
pockets. At fi rst, they charged so-called “loads,” upfront commissions that investors paid 
to invest in mutual funds. When the public woke up to the fact that these commissions 
were costly and unnecessary, Wall Street instead persuaded regulators to allow them to 
charge fees to cover startup marketing for new funds. However, these fees never seemed 
to go away, even when funds were well established. More recently, brokers have invented 
so-called “wrap fees” on the order of 3%, often discounted to 2.5%, annually, to cover 
investment advice and account management. 

These fees are high, but are nothing compared to hedge fund fees. These management 
fees can be more than double the returns to an investor. A recent survey found that 
the average top 25 hedge fund manager takes home $251 million a year. But hedge 
fund managers are no better at beating the market over the long term than any other 
managers. These funds are unregulated and, therefore, can release information even 
more selectively than other investments. Their performance records are meaningless 
and best ignored. 

Beating the Market
Fees and taxes multiply when managers trade stocks actively in an attempt to beat the 
market. Investment fund management falls into two broad categories: 

“What do the 
former Soviet 
Union and active 
investment 
managers have 
in common? Both 
believe prices can 
be determined 
independently 
of the market.”

“What has not 
been widely 
accepted yet as 
an established 
statistical fact is 
that professional 
investment 
services 
companies do 
not increase the 
growth of their 
clients’ wealth 
but decrease it.”

“The statistics 
on hedge fund 
performance…are 
highly inaccurate 
– so much so 
that they should 
be ignored 
completely.”

“Hedge fund 
management is 
not just a license 
to steal; it is a 
license to steal 
literally billions.”
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 • Active – Managers attempt to beat the market by picking stocks that will outperform 
the index. They use various screens and techniques to do this, and employ different 
philosophies and strategies behind the screens and techniques. Generally, these 
tactics don’t work.

 • Passive – Managers put together a portfolio that tracks a stock market index. They 
invest in almost all the stocks in the relevant index; for example, the 500 stocks in the 
S&P 500. The performance of an index fund is guaranteed to match the performance 
of the market. Over time, passive managers outperform active managers, and their 
approach is much less costly to investors, if the fees charged actually refl ect the 
value. Some high-cost index funds exist, but you should avoid them. You can usually 
fi nd a good, lower cost fund.

Active management is mathematically certain to fail over the long haul for sound 
theoretical reasons. These managers are similar to the old Soviet Union’s central planners, 
who thought that their opinions and judgments were more important than market prices 
in determining the proper allocation of goods and services. Undeniably, they were 
dreadfully wrong. Active managers behave as if they have an equally skeptical view of 
the merits of the market price.

The market is a powerful mechanism for discovering the right price. Everyone gets a 
vote in the market. If someone has a piece of good news about a company, the odds are 
he or she will try to buy the stock before it goes up. This buying pressure will move 
the price up. Similarly, if someone has a bit of bad news, he or she will generally try to 
sell before the stock falls – and so help push the price down. This buying and selling in 
response to new information means that all the information relevant to the price of the 
stock is always refl ected in the market price. 

Stock prices move randomly because new information enters the market randomly. 
Apparent patterns are merely apparent. Sometimes a money manager may get lucky and 
outperform the market. However, luck is fi ckle and usually doesn’t stick around for long. 
Perceived patterns dissipate like clouds. Over the long term, no investment fi rm can 
perform better than a passive investment strategy using a low-cost index fund.

Fun with Numbers
Philosopher Friedrich von Hayek called the misguided application of natural science 
principles, “scientism.” Wall Street’s prognosticators, economists and econometricians 
are adherents of scientism. Their apparently scientifi c techniques and presentations 
are clever masks for guesswork and subjectivity. The numbers don’t mean much and 
cooking them is pretty easy. It’s worth doing because a blur of scientifi c jargon is a 
powerful sales advantage. 

What does science really teach you about the market? Mainly that markets move randomly 
and past performance has no bearing on future performance. As strange as it may 
sound, the rules of randomness can even account for the extraordinary performance of 
famous investors such as Warren Buffett and Peter Lynch. The odds of another “Buffett” 
occurring are as low as one in nine. In other words, random luck, combined with thrift 
and discipline, could probably account for the success of a Warren Buffett. 

Investment fi rms prosper by downplaying the known facts. Their sales representatives 
often twist the fi ndings of sober analysis to serve their own ends. The most successful 
use these sales techniques:

“Scientism is 
an astoundingly 
resilient fallacy. 
Anyone who has 
used a present 
value formula… 
knows that any 
pretense of using 
the formulas to 
get precise results 
is a sham.”

“If you run enough 
tests of a random 
phenomenon,   
you will eventually 
get – at random 
– the result that 
you want.” 

“The hedge fund 
phenomenon 
is a patented 
medicine remedy 
worse than the 
disease it’s sold 
to cure – namely, 
the unpredictable 
ups and downs 
of equity mutual 
funds.”

“The investment 
services 
business is first 
and foremost a 
sales business. 
It focuses the 
largest part 
of its effort on 
determining what 
sales pitch the 
customer will buy.”
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 • Throw numbers around.
 • Use technical jargon.
 • Look respectable and earnest, and sound sincere.
 • Persuade you they can help you get rich.
 • Move past objections by evasion.
 • Always try to appear well-informed.
 • Use any counter arguments to advance the sales pitch.
 • Always have something new to offer.
 • Use impenetrable language.
 • Talk about “sophisticated technology.”

Investors conspire in their own downfall. The desire to get rich often prevents people 
from asking tough questions and doing the analysis that exposes sales pitches for what 
they are – hot air. Hedge fund salespeople take home astronomical sums of money, largely 
because they are very good at applying the principles above. But investors help them by 
talking about their winning investments and not about their failures. After all, people 
who invest in good things like to brag, but people who invest in losers keep their mouths 
shut. Combine this positive bias with the fact that people want to get rich, and hedge fund 
managers are laughing all the way to the bank.

Whenever investors put money in a fund, they are taking what is called “agency risk,” 
which is where the principal and the agent do not have the same interests. The agent will 
usually deliver the minimum profi t necessary to keep the principal involved, but keep 
the rest – if possible. Hedge fund managers who earn twice as much as they return to 
investors are doing a good job of this.

How to Get Rich
The investment fabrication is that you can get rich by entrusting your money to a manager 
who will beat the market on your behalf. But you won’t get rich that way, although the 
manager might. Build wealth by following these 10 rules of sensible investing:

1. Aim to accumulate wealth over time.
2. Don’t try to beat the market. The odds are overwhelmingly against you.
3. Past performance not only does not predict future results, it has no bearing on them. 
4. Don’t let claims and sales pitches fool you.
5. Don’t deal with a manager or adviser who asks for more than a minimal fee.
6. Don’t pay a stock picker to act on your behalf. It will be expensive and you won’t get 

your money’s worth.
7. Stay away from hedge funds. Stay away from hedge funds. Stay away from hedge 

funds. Stay away from hedge funds.
8. Investing involves risk. Don’t take a risk beyond your comfort zone.
9. Don’t pay any unnecessary taxes or fees. You don’t build wealth by giving it away.
10. Stick to inexpensive index funds.

  About the Author

Michael Edesess, Ph.D., is a mathematician and chairman of an international nonprofit 
organization. He was a founding partner and chief economist of a financial group. 

“You are reduced 
to a single degree 
of freedom in 
the choice of 
your portfolio: 
the choice of           
risk level.”

“The people who 
did the selling did 
not give a fig for 
whether it was 
possible to beat 
the market. What 
they did give a 
fig for was what 
would sell the 
product.”

“Warren Buffett 
is a shining 
example of the 
benefit of keeping 
costs low.”


